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The epithet"Austrian"in "Austrianeconomics"is appliedto theworkof
economistsas far apartin time as Carl Menger,whose Grundsätzeder
Volkswirthschaftslehre(PrinciPlesofPoliticalEconomy)firstappearedin1871,and
LudwigLachmann,IsraelKirznerandMurrayRothbard,writingacenturyormore
later.It wouldbevainto attemptodefineAustrianeconomicsbyasetofbeliefs,
commonlyheldbyits adherents.There is muchto be saidfor foHowingZuidema
(1987),whopreferstospeakof"styles"ratherthan"schools''.Thisimpliesthat
thereneedbe no clear-cutdividinglinesbetweenAustriansandtherestofthe
economicsfratemityandthat not aHthosedubbed ,'Austrian"arenecessariJy
"typicaHy"AustrianaHofthetime.Therecertainlyseemstobeastyleofreasoning
thatcanbe seenas specificallyAustrian.Someof thecomponentsofa "style"
mentionedby Zuidemaare:
- thereis a set of values,of idealswhichseek expression;
- thereis an inspiringmasterwho looks at valuesfroma freshangleand
who showsthe wayto the realisationof thosevalues;
- thereis a combinationof valuesandtechniquesthatpermitsoftackling
someproblemsbut not of others;
- thenewcombinationfvaluesandtechniquescausesunforeseenproblems
thatseek solution.It is a researchprogramme.A styleis notstationary
but evolvesin a certaindirection.
Whatsetstheconceptof"style"apartfromthatofa "school"inaloosesense,
accordingto Zuidema(1987,p. 199),is, fust, theaspectofvaluesandidealsand,
second,a relationshipbetweenthe theoreticalapproachandthepreferred
organisationof society.
The Austrian "Style"
It isnotdifficulttofindsomeofthecomponentsofa"style"inAustrianeconomics.
Austrianshareasetofvalues,puttingtheprotectionofindividuallibertyagainst
encroachmentbythestateatthetopoftheiragenda.CoercionbythestateshouJd
beconfinedtotheenforcementofanumberofrules.Afterthefoundingfathers,
Menger,WieserandBöhm-Bawerk,inspirationwasprovidedbyMisesandHayek.
Their contributionswere,aboveall, in monetarytheoryandtradecycletheory.
As for techniques,Austriansshowa)2redilectionfor deductive,aPriorireasoning,
whichshowsupintheirsubjectivistvaluetheoryinparticular.Theyfirmlybelieve
in methodologicalindividualism,i.e. in thewordsof Haberler(1951,p.42),the
~rinciplethatsocialphenomenaandforcesmustbedefinedandinterpretedin
lermsofinterrelationsandinteractions,often of greatcomplexity,between
individualsandtheirsubjectivemotivations.Their researchprogrammeis focused
onproblemsof incompleteinformationand the role of the entrepreneur,or
~urposefulhumanactionin general.Walrasiangeneralequilibriumis a situation
!hahis'lleverattained,thoughcompetitionensuresthatthereis alwaysamovement
inthatdirection.Entrepreneurialactivityandrevisionofplansbyeconomieagents
Ingeneralcausescontinuouschange.They are convineedthathumanactionis
notveryamenabletoaggregationandstatisticalanalysis,whichimpliesanegative
oratleastcautiousattitudetowardsmacroeconomiesandaprefereneefor averbal,
non-mathematicalpproach(whichwouldnot,however,seemtoprecludeapositive
mIeforeconometricsin historicalstudiesor in problemsof a technicalnature,
suchasinventorystrategy,(cf.Dolan,1976,pp.14-15).Theyarewaryofeconomie
~redictions(cf.Grass!,1986;Lachmann,1969;Nyiri, 1986;Reekie,1984;Smith,
1986a,1986b).
Hayekarguesthatthereis nodirectcausalconnectionbetweenthemoneysupply,
[hepriceleveland total production. Individual decision makers do not react to
this;kindof magnitude(Hayek, 1967,p. 4). He even goes so far as to prophesy
thatmonetarytheorywill throwtheveryconceptofageneralpriceleveloverboard
(Hayek,1967,p.29).As regardsequilibriumtheory,McCloughry("Editor's
IntroEluction"nHayek,1984a)assertsthatHayek's frameof referenceuntilhis
1937Economicaarticleon"EconomicsandKnowiedge"wastheWalras-Pareto
Iypeofgeneralequilibriumodel.It may,however,benotedthatinthepassages
quotedbyMcCloughryas proof ofHayek'sgeneral-equilibriumapproach,Hayek
infactwasarguingthat the Lausanne-typegeneral-equilibrium odelis of little
helpinanalysingtradecydephenomena(cf.Hayek,1933,pp.42, 57).In hislater
warkHayekemphasisedthatpriceformationis partofacontinuousinformation-
callectionandinformation-disseminatingprocess.Competitionis toHayek'smind
notasituationin whichpeoplereaUyknow aUaboutthe dataof the economie
system.It israther''aprocedureforthediscoveryofsuchfactsas,withoutresort
10it,wouldnotbe knownto anyone,or at leastwouldnot be utilised" (Hayek,
1978a,Ch.12,p. 179).Competitionis a discoveryprocedurewhichmakesthe
systernchangeaUthetime.Thisleaveslittleroomforstaticequilibriumtheory,
where,accordingtoHayek,theconceptofcompetitioncanfindnoplace,because
instatieequilibriumaUfactshavealreadybeendiscoveredandthereis nodiscovery
takingplaceanymore(Hayek,1978a,p. 184).Theseideasmaynothavebeen
spelledoutbefore1937,but a kemel was alreadypresent.
Austriansand International Economics
InternationaleconomicshasneveroccupiedthecentrestageinAustrianeconomics.
AnalysishasgeneraUybeenconfinedto microeconomic(thoughnotpartial-
equilibrium)problems,dealingwithexchangeingenera!,notspecificallyacross
borders.Insofarastheyhavebusiedthemselveswith internationaleconomicsat
aU,Austrianeconomistshavetendedto concentrateon monetaryproblems.
Problernsof the monetaryorder, i.e. the monetarystandard,get their special
attention.Thereare,however,two economistsof Austriandescentandsharing
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Austrianvalueswhosecontributionsto internationaleconomics,notonlythe
monetarysidebuttherealsideasweil,standout:GottfriedHaberlerandFritz
Machlup.BothstudiedatViennaduringtheearly1920sandattendedlectures
givenbyWieser.Bothtookpartin Mises'privateseminars.Haberlerworked
ona projectfortheInstitutfür Konjunkturforschung,setupbyvonMisesand
Hayekwith Hayekas the director,while Machlupwas the treasurerand
subsequentlythesecretaryoftheNationalökonomischeGesel/schaft(thePolitical
EconomyAssociation;cf.Craver,1986).MacWupandHaberlercanthereforeshow
impeccableAustriancredentials.Buttowhatextentcantheireconomieanalysis
becalledAustrian?
Mer mentioningMises'fewcontributionstointernationalmonetaryeconomies,
wefirstreviewHayek'sviewsoninternationaleconomics.Wethentrytofind
outifHaberler'sandMachlup'scontributionstointernationaleconomicsdoshow
anyspecialAustriantraits.Afterthat,weturntoSchumpeter.Schumpetermay
havebeenofanoldergenerationthanHayek,MachlupandHaberler,buthestood
fartherapartfromthecoreofAustrianthinkingthantheydid.Thefirstgeneration
ofAustriansis notstudiedhere,norarethepresent-dayneo-Austrians.
Ludwig vonMises
MisesoolypaidscantattentiontointernationalmonetaryeconomicsinhisTheorie
desGeldes(1924)andpeculiarlylittle in otherworks (cf.Mises, 1928).Drawing
onDavidHume,AdamSmithandDavidRicardo,heprovesa ratherconventional
adherentofthequantitytheoryandGustavCassel's purchasingpowerparitytheory
(Mises, 1924,pp. 165,233, 163).Admittedlyit was not conventionalto adhere
to theseviewsin CentralEuropeat that time.
The quantitytheorymaybefurtherdevelopedin the directionof themodern
subjectivistapproach,in Mises' view,but therewasnothingthatcouldtakeits
place(Mises, 1924,p.233).He appliedquantitytheoryreasoningto thedominant
monetaryproblem,inflation.The goldcoinstandardgenerallyfunctionedweiland
preventedinflation.Withtheprevailing oldbullionandgoldexchangestandards,
however,anyautomaticitythatthesystempossessedhasgone.AccordingtoMises,
thepriceofgoldwas,in 1924(whenthegoldstandardstillwassuspendedinmost
countriesapartfromtheUnitedStates),whollydependentonthepoliciesofthe
United States.It wouldbe as weil to switchto a wholly fiduciarysystem.An
uncompromisingreturnto thegoldcoinstandardwouldincreasethedemandfor
goldto sucha degreethata severedeflationwouldfollow.This wouldbehighly
undesirable.On the other hand, it wouldpreventgovernmentsfrompursuing
inflationarypolicies.With the First WorldWar in mind, Mises tendedto see
inflationarypoliciesas partofabelligerentattitudeofgovernments.Thegoldcoin
standardcannotpreventgovernmentspreparingfor awar,but it couldinhiseyes
not fail to increasethe resistanceof the publicagainstinflationaryfinanced
preparationsfor war (Mises, 1924,pp. 401-5).
Hayek
FriedrichA. Hayek(bom1899)is inmanypeople'seyesthearchetypalAustrian.
Hismaincontributionstoeconomicsproperareinthefieldsofcapitaltheoryand
businesscycletheory,indeedin a ratheruniquecombinationof bo.th.He does
nolseemtohavebeeninterestedin internationaltradetheory,but sharesthe
commonAustrianinterest in the monetaryorder, ineludingtheinternational
monetaryorder.Throughouthislifehehaswrittenonthefundamentalproblems
ofthemonetarystandard.The internation,!lpropagationofcyelicalshockshas
nolbeenstudiedby him, evenif tradecyeletheoryhasbeenhis mainsubject
(cf,Hayek,1933;1967).Fluctuationsinexportdemand,oneofthemainpropagators
ofcyclicalfluctuationsfromonecountryto another,arenotessentialin Hayek's
microeconomieapproach,but his preoccupationwiththe pricestructurewould,
itseems,notprecludeastudyoftherelativemovementsof interestratesbetween
countriesandtheirimplicationsfor internationalcapitalmovements.It is, on the
faceofit,notimpossiblethatthiskindofmovementcouldbearonthechanges
intherealstructureof productionwhich,in Hayek's view,constitutethecyelical
fluctuations(i contrastto monetaryfactors,whichcausethe cyele,cf. Hayek,
1933,p.17).
Bethatasitmay,Hayek'scontributionsto internationaleconomicsareconfined
10theproblemsof the monetarystandard.His mainpreoccupationhasalways
beenthefearthatgovernmentsabusetheirpoweroverthemoneysupplyinorder
loattainshort-termgoals.At firsthewasa staunchdefenderofthegoldstandard,
thisbeingtobismindthebestmechanismtokeepgovernments,or rathermonetary
authorities,in check.In the rnidstof the GreatDepressionhe arguedthatthe
wor/d'smonetaryproblemsdidnotresultfromadherencetothegoldstandard,
butfromnotfollowingtherulesofplayofthegoldstandard,deplorableconduct
thatwaseeminglysanctionedbyKeynes'TreatiseonMoney(Hayek,1932).Mer
theFirstWorldWarthe goldbullionstandardreplacedthe goldstandard.The
goldbullionstandard,togetherwithco-operationbetweencentralbanks,enabled
themonetaryauthoritiesin theUnitedStatestooverexpandcreditwithoutlosing
reserves,a creditexpansiontookplaceinEuropeasweil.The failinpriceswhich
shouldhavetakenplacewasin thiswayforestailed,so thatpriceshadto failfaster
afterwards.Overexpansionof creditcauseda misdirectionof productionandin
thatwaywasresponsiblefortheensuingdepression.Hayekseeslittlescopefor
anystabilisationpolicy,onceadepressionhassetin. It simplyhastorunitscourse.
Hecanbeseenasalatter-dayadherentof thetherapeuticnihilismthat,according
10WilliamJohnston(1972,p.223),loomedsolargeinnineteenth-centuryViennese
intellectuallifeandwhichconcentratedon diagnosisto the neglectof therapy.
Thegoldstandardwasin Hayek'seyesthe bestdefenceagainstdebasement
ofthecurrency,butonlyif themonetaryauthoritiesfoilowedtherulesofthegame,
i,e.wouldnotresortto sterilisinginflowsandoutflowsof internationalreserves.
Hayekhadanadditionalmotiveforsupportingthegoldstandard.Underthegold
standard,worldfinancialmarketswouldbeintegrated,whichin hisviewwould
minimisetheintensityofdisturbancesafterashock.Imaginethattheshockconsists
ofashiftinpreferencesfromgoodsproducedbycountryA to goodsproduced
bycountryB (Hayek,1937,pp.20 ff.; notethatHayekhererefersto a random
shock,nottoa cyelicalmovement).Underthegoldstandard,moneyincomein
AfaUs,leadingtoreducedpurchasesfromBand/orafailin thepricesofsome
AgoodsandaresultingincreaseinexportstoB.MoneyincomeinB rises.Imports
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fromA increaseand/orthepricesofsomeB-goodsincrease,resultingin lower
exportstoA. Afteracertainperiodoftime,internationaltradewil!beinequilibrium
again.Duringtheadjustmentperiod,underthepuregoldstandardtheaccumulated
moneyflowfromA to B willbeequalto thefallin cashbalancesinA andthe
increasein cashbalancesin B. If therearetwoseparatemonetarysystemsin
A andB,complicationsarise.Vnderagoldbullionstandardwithfractional-reserve
bankingsystems,centralbankswillbeforcedtoassisttheadjustmentprocess
bymanipulatingdiscountrates.PresumablyHayek'sreasoningisthatthemoney
supplyhadtoadjustbyamultipleofthechangeinreservesinafractional-reserve
system,whichdoesnotcomeaboutautomatically.The centralbankinA will
increasethediscountrate.The interestrateis drivenupindependentlyofany
changein investmentandsavingpropensities,i.e.themarketrateofinterestis
drivenabovethe"natural"rate.Nowbankloansareprimarilymadeforinvestment
purposes,soinvestmentcarriesadisproportionateburdenduringtheadjustment
process.Theresult,intypicallyHayekianfashion,isadisruptionoftheproduction
structure.Vndera systemoffreelyfloatingexchangerates,inflationaryfarces
willbeunleashed(Hayek,1937,pp.38ff.). If demandconditionschange,asin
thecasepicturedabove,relativepricesshouldchange.Relativepricesofexport
industriesinA wouldhavetofall.Withfreelyfloé\tingexchangerates,!\scurrency
willdepreciateanda fallin therelativepriceof!\s worst-hitexportindustries
islikelytobebroughtaboutbyariseinthepriceoftheotherindustries.Incountry
B, appreciationfthecurrencywiththemoneysupplyheldconstantwouldimply
thatsomepricesrisewhileothers,especiallythoseofimport-competingindustries,
wouldhavetofall.Hayekfindsit mostimprobablethatcentralbankswilliethis
happen.In otherwords,undera freelyfloatingexchange-ratesystem,thereis
akindofratcheteffectatwork.HayekapparentlysubscribestotheMundell-Laffer
argumentasexpoundedbyCorden(1977,p.77).It maybenotedthatHaberler
(1975)came,byasimilarchainofreasoning,to theconclusionthatit isafixed-
exchangeratesystemthathasabuilt-intendencytoinflation(seebelow).A further
drawbackof freelyfloatingexchangeratesis theincreasedvolatilityofcapita!
movementsit bringsabout,for speculativer asons(Hayek,1937,pp.56,63).
Hayek'sargumentrunsintermsofrelativeprices.Magnitudessuchas"price
levels","termsoftrade"and"multiplier"comeinfordiatribes(Hayek,1937,
p.45).Onewonders-ifhisaversiontoaveragevaluesandaggregatesdidnotmake
himlosesightofsimplemacroeconomicidentities.In hiscriticismofpeoplesuch
asHarrodwhoadvocatedfloatingexchangeratesbecauseinthatsystemcentra]
banksarefreetokeepinterestrateslow,Hayekarguedthatlowinterestrates
willinducecapita!exports(1937,p.66).Thosecapitalexports,accordingtoHayek,
willbeattheexpenseofbankliquidityandcanonlycontinuethroughcreditsrom
thecentralbanktothebanks.Moreover,Hayekargued,therewouldbeanadverse
balanceoftrade,aspartoftheexportreceiptsareusedtomakenewloansabroad.
This lookslikeeitheraslipofthepenonHayek'spartor anuttermisunderstanding
ofthesystemoffloatingexchangerates,astheuseofexportreceiptsforcapita]
exportsimpliesapositivebalanceoftrade,or ratherapositivecurrentaccount,
as indeedis necessarilythecasein a freelyfloatingsystemwherethecentra!
bankdoesnotinterveneintheforeign-exchangemarket(andcommercialb nks
..
,
havenovaryingnet-foreign-assetspositions).Hayek'sargumentthatheadverse
balanceoftrade''meansthatthesupplyofrealcapitalandthereforethenatural
rateofinterestinthecountrywillrise"isratheropaquetoo.Underfreelyfloating
exchangerates,capitalexportsinducedbyalowrateofinterestwilltendtopush
therateofexchangeup,i.e.willtendto depreciatethecurrencyandcallforth
animprovementof hecurrentaccount.Bankliquidityis notimpairedbycapital
exportsinthissystem.A centralbankmaybetemptedto increasethemoney
supplycontinuallyifcapitalexportsaretullyinterest-elastic,thoughnotinorder
toreplenisht eliquidityofthecommercialbanks,butinavainefforttopullthe
rateofinterestdown.
Hayekwasnotwhatmightbecalledagoldfetishist.Heclearlysawoneofthe
mosteriousproblemsofagoldstandard,namelytheslowadjustmentofthesupply
ofgoldtochangesindemand.Thiscausespricefluctuationsand,Hayekadds,
"leadstotheincreaseintheproductionoftheonethingwhichcanbeusedfor
practicallynootherpurposethantoprovidealiquidityreservefor individuals"
(Hayek,1943,p.178).Thisis notsofarremovedfromKeynes'quipthat"gold-
miningistheonlypretextfordiggingholesinthegroundwhichhasrecommended
itselftobankersassoundfinance"(Keynes,1961,p. 130).Hewastherefore
attractedtoplansforintroducingacommodityreservecurrency.Thepricelevel
wouldbelessvolatilethanunderagoldstandard.Hayekalso,surprisingly,given
hislifelongfightagainstKeynesian"misconceptions",arguesthat"thesecured
incomeoftheproducersof rawcommoditieswouldalsogofarto stabilisethe
demandformanufacturesandtopreventhedepressionfrombecomingserious'.
Theschemewouldserveto preventoverexpansionaswell.lncreased emand
lorgoodswouldpartlybe satisfiedby the monetaryauthoritiesellingraw
commoditiesfromtheirhoards.Moneywouldinthiswaybesiphonedofffrom
circulation.This lapseinHayek'suncompromisingrejectionofmacroeconomic
considerationsdoesnotseemtohavelastedlong.lronically,Keyneshimselfhad
littletimeforthisidea.Itwouldimposeoutsidelimitsondomesticwage-policies
(Keynes,1943).Presumablythatwasnotits worstfeaturein Hayek'seyes.
Recently,despairingthatgovernmentscaneverbetrustednottotinkerwith
themoneysupply,Hayekhasmadewhatatfirstsightmightlooklikeavolteface.
Henowadvocatesfreedomof moneysupplyandabreakdownof thegovernment
monopoly(Hayek,1978b,1979,1984b;see alsoProfessorYeager'scontribution
,inthisvolume).Butitappearsthatthisisnotanewidea.Drawingonapublication
byMises(1928),healreadyin 1937maintainedthatthereareonlytworational
monetarysystems.Onewouldbeasystemwithaninternationalcentralbank(would
thatbankbeabletowithstandpressureforcreditcreation,onemightwellask),
theotheronewouldbeasystemof " 'freebanking',whichnotonlygivesaUbanks
therightofnoteissueandat thesametimemakesit necessaryfor themto rely
ontheirownreserves,butalsoleavesthemfreetochoosetheirfieldofoperation
andtheircorrespondentswithoutregardto nationalboundaries"(Hayek,1937,
p.77).Clearlyhis presentideashavebeena longtimegestating.He nowwants
togiveprivatenterprisestherighttocreatetheirowncurrencies.Competition
willensurethatthe issuersof moneytakecarenot to over-issuemoney.It is
intheirowninteresto keepthepurchasingpowerof theircurrencyroughly
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constant(evenHayekcannotdowithoutaveragesandindexnumbers).A currency
whichpeoplefearwilldepreciateis unattractivefordepositors,acurrencywith
theprospectofappreciationis unattractivetoborrowers.Thesecurrenciesmust
beleftfreeastotheirexchangerates.In aworldoffloatingratesGresham'sLaw
doesnothold,sothat"bad" moneywillnotdriveout"good"money(Hayek,
1978b,p.38;cf.alsoStarbatty,1982).Governmentsandcentralbanksneednot
pulloutofthemarket,theywouldonlylosetheirmonopoly.Competitionbyprivate
monieswouldseetoit thatgovernmentscannolongeraccommodateexcessive
wageincreases,whichwouldalsokeeptheemployersincheck,butcompetition
betweendifferentofficialnationalcurrencieswouldbeusefulasweil.EC members
couldremoveanyrestrictionsontheuseofothermemberstates'currenciesin
theirownterritories(Hayek,1976).Presumablydepositorswouldprefercurrencies
suchastheDeutschmarkandtheDutchguildertocurrenciesofinflation-prone
countriesandcompelothergovernmentstostrivetomaintainthepurchasingpower
of theircurrencies.
Hayek'sproposalmaylooksomewhatquixotic.His aversiontogovemments
tinkeringwiththemoneysupply(onemightobjecthatpostwarSwiss,German
andDutchgovernmentsandcentralbankshardlydeserveHayek'swrath)seems
tohavemadehimlosesightoftheinformationaladvantagesofusingonenational
currency.Withanumberofcompetingcurrenciescirculatingsidebyside,people
willhavétospendtimeandotherresourcesongatheringinformationonthesolidity
ofthevariousmoneysuppliers.Moreover,if differentcurrenciescirculatewithin
onegeographicalrea,moreinformationhasto bedigested,aspeoplehaveto
takeaccountofsetsofpricesexpressedindifferentcurrencies.Ontheotherhand,
it is conceivablethatsomecurrencieswillbeinusein morethanonecountry,
whichdoesawaywithanumberoftransactions.MiltonFriedman,inacritique
ofHayek'sproposal,arguesthatbankscannotgiveapurchasingpowerguarantee
ontheirliabilities,astheycannotfindassetswitha fixedpurchasingpowerin
whichto investheirfunds.Furthermore,thereis littlehistoricalevidenceof
people'swillingnesstouseothercurrenciesthanthatoftheirowncountry,while
indexedbondshaveneverbeenmuchofa successeither(Friedman,1984).AH
thesame,Hayek'sideastouchona verytopicalissue,namelythequestionof
towhatextentdifferentcurrenciescanexistalongsideachotherinamonetary
union,aquestionwhichisobviouslypertinenttotheEuropeanMonetarySystem.
A conferenceonthissubjectwasexplicitlysaidtohavebeeninspiredbyHayek's
ideas(Salin,1984,p.1).Indeed,aburgeoningliteraturehasrecentlysprungup
on currencycompetitionandfree banking,knownas the "New Monetary
Economics",whichpartlybuildson Hayek'srecentwritings(cf. Cowenand
Kroszner,1987;McCallum,1985).
Haberler
It isdifficultoqiscern,specificAustriantraitsinGottfriedHaberler's(bom1900)
contributionsto internationaleconomics.There is one exception:Haberler
introducedtheideaof opportunitycostsandwithit theconcave-to-the-origin
production-possibilitycurveininternationaleconomicsinhisreformulationfthe
doctrineofcomparativecosts(cf.Haberler,1970a,p. 133;Viner,1964,p.520;
.
BhagwatiandChipman,1980,p. 314-5;Baldwin,1982;Humphrey,1988).The
conceptofopportunitycostssternsfromAustrianvaluetheory.Thatvaluetheory,
however,cannotbeseenasexclusivelyAustrian,becauseit hasbeenadopted
byalmosthewholeprofession,exceptheCambridge,UK-basedAnglo-Italians
andsomediehardMarxists.In a sense,wearenearlyallAustrians.
Haberler'sapproachisthatofstaticgeneralequilibrium,withpurecompetition
andperfectmarkets,whereinformationproblemsareabsent(cf.Haberler,1961,
p.13).Inhisoriginalcontributiontointernationaltradetheory,heexplicitlystrove
to incorporateinternationaltradein WalrasianandParetiangeneralequilibrium
theory(Haberler,1970a, p.132).Fortrue-blueAustrians,purecompetitionwith
perfectmarketsisasituationevertobereached,becauseoftheconstantchange
broughtaboutbyentrepreneurialactivity.It has,however,beennotedalready
thatHayekhimselfdidnotcompletelybreaklooseofthestaticgeneral-equilibrium
modelbefore1937.Haberlerdoesnotturnablindeyetothelimitationsofstatic
Neoclassicaltheory.HeacknowledgesthatWalrasianequilibriumaybegradually
approached,butthatit willneverbefullyreached(Haberler,1975,p.14,n. 3).
Theproblemis oneofthemodellingofideasratherthantheideasthemselves.
Heseesaneedfortheanalysisoftheimpactofinternationaltradeonconsumer
tastes,factorsupplyandconditionsofproduction(Haberler,1961,pp.57-8).He
makesadistinctionbetweentheshort-termproductionpossibilitycurve,which
issharplykinkedbecauseofadjustmentdifficulties,andthelong-termone,which
hasa muchflattershape(Haberler,1970a,pp.143-5;theconventionratheris
todrawthelong-termcurveonlyandtohavemovementsfromoneequilibrium
pointonthecurveto anotheronetakingplacenotalongthecurve,butbyway
ofapathbelowthecurve,whichindicatesunderutilisationfresources).He is,
moreover, keenlyawareofthedangersofaggregation,evenif hisanalysisruns
in termsof pricelevelsandaggregatedemand.He agreeswithVinerthat
communityindifferencecurvesaresuspectbecausewithamovementalongthe
production-possibilitycurvefactorpricesandthedistributionof incomechange
(Haberler,1970a,p. 145;1968,p.215;consumerindifferencecurveshavebeen
introducedintointernationaltradetheorybyVinerandbyA.P.Lerner:cf.Viner,
1964,pp.520-23;Humphrey,1988).
TypicallyAustrianis Hayek'sexplanationofthèGreatDepressionoftheearly
1930sintermsofmaladjustmentsinthe"vertical"structureofproduction,i.e.
thedistributionofcapitalbetweencapitalgoodsindustriesandconsumptiongoods
industries.UnlikeFriedmanandothermonetarists,Hayekemphasisesthe
distortionsinrelativepricesthatoccurduringinflation.Haberlerdoesnothold
to muchofthistheory.In characteristicallydown-to-earthfashionhepointsto
thefasttransitiontoapeaceeconomyaftertheFirstandSecondWorldWarsthat
tookplacenotwithstandingthelargereshufflingofrealresourcesthatwasneeded.
Besides,theGreatDepressionoccurredafteradecadethatwasnot,apartfrom
CentralEurope,plaguedbyinflation.However,Hayekarguedthatwithproductivity
increasing,pricesshouldhavefallenandstabiepriceswereinrealityinflationary.
HaberlerfindsithardtobelievethatstabIepricesinthe1920scouldhavecaused
largerealmaladjustmentsthatwouldnothavecomeaboutwithfallingprices(cf.
Haberler,1976,pp.24-5).Hayek'sviewthatcriseshavetoruntheircoursedoes
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notappealtohimeither.Henotesthatwhenevermonetarydeflationwasstopped,
thea11egedrealstructuralmalajustmentsdisappearedveryfast(Haberler,1976,
pp.32-3).In Haberler'sview,monetarymismanagement,leadingtoasharpfall
in themoneysupplyandaco11apseofthebankingsystemintheUnitedStates,
wasthemainculprit,whilea lackofinternationalpolicyco-ordinationo lymade
mattersworse.As a depression,setin motionbydeflation,maybecomeself-
reinforcing,deficitspendingmaybenecessaryfora reasonablyquickrecovery
(Haberler,1976,p. 41).This emphasison effectivedemandcanbe foundin
Haberler'sfamousLeagueofNations tudy,ProsperityandDepression,thefirst
editionof whichwaspublishedin 1937andwaswrittenbeforeHaberlercould
havetakenaccountofKeynes'GeneralTheory(seeHaberler,1963,p.vi).In his
descriptionof theinternationaltransmissionof cyclicalmovementsaggregate
expenditureis thefundamentalf ctor,withrelativepricelevelscomingin only
whencapacityutilisationbecomeshigh(Haberler,1976,Ch.12,inparticularp.411).
Haberlerdoesnotappeartoadheretoaspecifica11yAustrianstyleofeconomie
analysis,thoughsomecommonelementscanbefound.Hehas,however,introduced
. theorigina11yAustriannotionofopportunitycostsintomainstreaminternational
economics.Hisoutlookonsocietyis notunlikeHayek's.Indeed,heisamember
oftheMontPèlerinSocietywhichwasfoundedbyHayekandwhichdefendslaissez-
fairecapitalism.HetakesissuewithScitovsky,whoarguedthatthepricesystem
needssomesupplementforco-ordinatinginvestmentdecisions,becauseprices
do not reflectfuturesituations.This, accordingto Haberler,restsupona
misunderstandingoftheroleoftheentrepreneur,who,e.g.whenintroducinga
newproduct,certainlyisnotguidedbypresentpricesalonebecausetheydonot
yet existfor his product.Competitivequilibriumtheorycannotguidethe
entrepreneurtoprofitablenewventures,norcanit guidemanagersincentrally
plannedeconomies(Haberler,1970b,pp.16-17).TheseAustrianinsightsdonot
form,however,partandparcelof his formalanalysis.He canfor a11practical
purposesbe seenas a typicalmainstreameconomist,whoseviewsmaybe
characterisedasmoderatemonetarist.LikeFriedman,headvocateda floating
exchangeratesystemlongbeforeit waspolitica11yfeasible(Haberler,1954,pp.
37-8).He doesnotunderestimatehebenefitsofafixed-ratesystem,butgiven
thatinflationratesdifferamongcountriesandgivendownwardwageandprice
rigidity,onlyflexibleexchangeratesenablea countryto insulateitselffrom
inflationarypressuresfromabroador toundergoinflationwithoutimpairingits
foreigntrade(Haberler,1980a,p. 46).Becauseofdownwardwage-inflexibility,
a systemoffixedexchangerateshasaninflationarybias(Haberler,1975,p.19).
Bestletmarketsupplyanddemanddeterminetherateofexchange.Asforofficial
intervention,Haberlerdoubtsifthemonetaryauthoritiesarelesslikelytomake
mistakesthanprivatemarketparticipants(Haberler,1980b,p.34).UnlikeFriedman,
he thinksthattradeunionscancausecost-pushinflation,thoughnotwithout
monetaryaccommodation,whileFriedmantendsto viewtradeunionpoweras
a monopolythatmaypushupthepricelevelbutnottherateofpriceincreases
(Haberler,1969).Hismoderatemonetarismalsofindsexpressioni hissupport
forFriedman'smoney-supplygrowthrule(Haberler,1979;1980b).But,asindicated
above,heis notdogmaticaboutstabilisationpoliciesbythegovernment,which
hedeernsnecessaryoncea severedepressionhasdeveloped.His rejectionof
theclaimsofhard-linerationalexpectationsproponentsfitsinwithhisnon-dogmatic,
common-senseapproach(cf.Haberler,1980b).Haberler'smoderatemonetarism
appearstobeofapiecewithTheNetherlandsBank'sversion,asformulatedby
itsformerPresident,Dr JelleZijlstra:bothHaberlerandZijlstraarguethatfor
a successfulfightagainstinflationmonetaryrestraintmustbesupplementedby
fiscalpolicyandsomekindofincomespolicyor wagerestraint(Haberler,1975,
p. 14;Zijlstra,1985,p. 253).
Haberler's mainstreamideasdonotresultfromalackoforiginality.Quitethe
contrary,il1thefieldofinternationaleconomicsthemainstreamistoalargeextent
hiscreation.HeisoneofthoseimmigrantsintotheUnitedStatesofwhomCraver
andLeijonhufvudnotethat:"Theimmigrantswhoweretobecomemostproductive
andrecognisedfortheircontributionsinlateryearswerethosewhoadaptedweil
totheUnitedStatesanddidnotremainoutsidersverylong,butbecamebasically
Americaneconomistsrelativelyquickly"(CraverandLeijonhufvud,1987,pp.175-6).
Andanoutsiderhecertainlywasnot:heservedasPresidentof theAmerican
EconomicAssociationandoftheNationalBureauofEconomicResearch.Perhaps
hisoutlookhasalwaysbeenuncommonlycosmopolitan.CraverandLeijonhufvud
(1987,p.175)arguethatatEuropeancentresuchasViennabeforethewarecono-
mistsweremoreinfluencedbylocalphilosophers,historiansor sociologistshan
byfelloweconomistsabroad.ThiswasbynomeanssointhecaseofHaberler,
whovisitedtheUnitedStatesin 1927asa Rockefellerfellowandpublishedan
articleintheQuarlerly]ournalofEconomics(Haberler,1929)inwhichhe,apart
fromPareto,exclusivelyreferredto British andAmericaneconomists.His
pathbreakingbookonthetheoryofinternationaltradewastranslatedintoEnglish
in1936andit maybenomorethanaslightexaggerationtosaythatmostofthe
presentextbooksoninternationaleconomicsaretoa greateror lesserextent
mouldedbytheexampleof Haberler'sTheoryof InternationalTrade,withits
divisionintomonetarytheory,puretheoryandtradepolicy.Summingup,Haberler
cannotbecharacterisedasa typicalAustrianeconomist,buthesharedatleast
someof theAustrianidealsandverysuccessfullyintegratedsomeAustrian
elernentsintomainstreamthinking.
Machlup
LikeHaberler,Machlupwasoneofthosesuccessfulimmigrantswhoadaptedweil
totheAmericanenvironment.Hetaught,amongothers,atHarvard,Buffalo,Johns
Hopkins,PrincetonandNewYorkUniversityandservedas presidentof the
AmericanAssociationofUniversityProfessors,theSouthemEconomicAssociation,
the AmericanEconomicAssociationas weil as the InternationalEconomic
Association.AgainlikeHaberler,hewasinternationallyoriented.VisitingAmerica
in1933-4,in1934hedecidedtostaythere,becauseofthedeterioratingpolitical
situationinAustria.ButhehadalreadypublishedanarticleinEconomicain1932.
Machlupwasaprolificwriterwhodistinguishedhimselfinmanyfields.Apart
frommoneyandinternationaleconomics,hewasoneof theleadingwriterson
pricetheory,theeconomicsofeducationandtheeconomicsof innovation(see
theBibliographyin Bitros,1976).This lastsubjectmaybeseenasa typically
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Austrianpreoccupation.His 1935articleontheperiodofproduction,a defence
ofBöhm-Bawerk'scapita!theory,wasevenmoreintheAustriantradition(MacWup,
1935).ButhisAustrianupbringingdidnotpreventhimbecomingoneoftheleading
mainstreameconomists.His 1925monographonthegoldbullionstandardoes
notappeartohaveanAustrianflavour.It tendstoviewthetransitionfromagold
coinstandardtoagoldbullionstandardasawaytoreducecosts(Machlup,1925,
p.xiv).QuiteunlikeHayek,hedeernstheelasticityofthesupplyofpapermoney
underagoldbullionstandardagoodthing,asthemoneysupplycaninthatway
smoothlyandwithlittledelayadjustitselfto thedemandformoney(Machlup,
1925,p.3).Thefirstbookthatwonhimlastingfamewasameticulousstudyof
theworkingofthe(dynamic)multiplierinaninternationalcontext,inthePreface
ofwhichKeynes'stronginfluenceisacknowledged(Machlup,1943).Thisanalysis
oftheforeigntrademultiplierbyMachlup,togetherwiththatbyLloydMetzIer,
has become part of standardKeynesianinternationalmacroeconomics.
Nevertheless,hisattitudevis-à-vismacroeconomicshasgenerallybeencautious.
MacroeconomicsisusefultoMachlup'smind,buttheunderlyingmicroeconomic
relationshipsmustnotbelostsightof.In hiscritiqueofAlexander's "absorption
approach"to devaluation,he showedthatbelowthe surfaceof aggregate
relationshipsbetweenspendingandincome,changingrelativepricesandprice
elasticitiesareat work(Machlup,1955b).Elsewhere,he arguedthatneither
microeconomicsnormacroeconomicsisexpendable,butthatoneshouldbecarefuly
nottobeledastraybymacroeconomics.Macroeconomicsdealswithaggregates
andcollectives,whichmayleadspecialistsinmacroeconomicstooveremphasise
theroleofgovernmentandnottoattachenoughweightofreeindividualchoice
(Machlup,1967,p. 143).In linewiththiscautiousattitudeto macroeconomics,
heagreedwithHayek'srejectionofdirectcausalrelationshipsbetweenaggregate
magnitudes(Machlup,1977a,p. 26).
Free individual choicewasas importantforMachlupas it is for Hayekand
Haberler.LikeHayekandFriedman,hewasafoundingmemberoftheMontPèlerin
Society,ofwhichhewastreasurerfrom1954to 1959,andhefullysubscribed
toitslibertariancreedoffreedomfromcoercivestateintervention(seethe"Notes
fromtheEditor" in Machlup,1977b;seealsoMachlup,1969b).In thefieldof
internationaleconomics,Machlup'sliberalleaningsfoundexpresioninhisstaunch
oppositiontotradecontrols(Machlup,1976,p.75).Healsowarnedagainstfixing
theratesofexchange,unlesscountriesarewillingto giveuptheirautonomyin
creditpolicy.Otherwiserestrictionswillbeunavoidable(Machlup,1976,p.66).
Machlupspentmuchthoughtoneconomicmethodology.Hisstartingpointwas
theconventionalAustrianoneofaprioristicdeductivism.Economicanalysisbegins,
inhisview,withtheconstructionofidealtypes,suchashomoeconomieus.Only
withthehelpofthiskindofconstructcantheoreticalsystemsbedevelopedthat
areofuseinexplainingempiricalphenomena.Idealtypesorabstracttheoretical
propositionscannothemselvesbeempiricallyprovedor refuted,buttheymay
berejectedif theconclusionsofthetheoreticalsystemofwhichtheyareapart
arerefuted(seeMachlup,1955a;1960;1969a).Theabstractonstructsareoften
employedinstudyingtheeffectsofcertainchangesinconditions.Theseeffects
arebroughtaboutbyindividualdecisionmakers.Whatcountsis theirsubjective
-
-".
estimatesof costandrevenueconditions(Machlup,1946).This emphasison
subjectiveappraisalsmakeshimarguethatthereisno"need"foranyparticular
volumeofinternationalreserves.Internationaleconomistshavegivenmuchthought
totheproblemoftheoptimalvolumeofinternationalreserves(cf.International
Reserves,1970;Grubel,1971;Jager,1981).Butit is vainto attempto calculate
theoptimalvolume,becausethereisnooptimalvolume.Machlupargued,starting
fromthesubjectiveconsiderationsofthecentralbankers,thatonecanonlysay
thatthereisaneedforanincreasingvolumeofinternationalreserves(Machlup,
1966b).LikeHayek,hedistrustedquantitativeforecastingandthoughtthatgenera1ly
largeonlyqualitativeconclusionscanbedrawnfromeconomicanalysis(Machlup,
1972).Also,hisanalysisneverover-mathematical.Hepreferredtogivenumerical
examplesratherthandevelopsystemsofequationsor atleasttogivenumerical
examplesinadditiontohisequations(cf.Machlup,1956,1943),evenifthereare
exceptions(cf.Ch. 19onTheTransferProblemRevisitedin Machlup,1966a).
MachlupwasaneconomistofAustrianoriginwhomergedintothemainstream
whilestillexhibitingtypicalAustriantraits,moreso thanHaberler.It is telling
intbisrespectthatMachlupwastheeditorofaseriesofessaysonHayek(Machlup,
1977b)andco-editorofanotherone(Streissieretal., 1969),whileHaberlerwas
onlya contributorto thelast.Evenif notbelongingto anAustrianschoolin a
narrowsense,MachlupfollowedanAustrianstyleofsorts,whichattimesfound
clearexpresioninhisworkoninternationalmonetaryeconomicsand,withhis
emphasisonmicroeconomicrelationships,alsobearsto acertaindegreeonhis
otherworkin theinternationalfield.
Schumpeter
WecoverSchumpeterafterHayek,MachlupandHaberler,thoughhewasofan
earliergeneration:hewasbomin 1883andwastaughtbyBöhm-Bawerkand
Menger.ThisisdonebecauseSchumpeterstoodfurtherapartfromtheAustrian
styleoftheorising.No methodologycouldinhiseyesclaimtherighttobethe
solecorrectone.WalraswasasmuchbislodestaraswasWieser,thoughbissearch
fortheessentialasopposedtothesurfaceof monetaryphenomenaseemsto
owemoretoKarlMengerthantoWalras(cf."Editor'sIntroduction",Schumpeter,
1970).His viewsonthedevelopmentof societyderivedpartlyfromMarx;he
intendedtointegratelementsfromboththeAustrianmarginalistapproachand
Austro-Marxism,otherwiseworldsapart(März,1983,pp.53,70,100).Schneider
(1951,p.55)pointstotheinfluenceof].B.ClarkandIrvingFisheronSchumpeter's
thought.In Haberler's view,however,Schumpeteralwaysadheredtooneofthe
maintenetsoftheAustriancreed,methodologicalindividualism(Haberler,1951,
p.42).He didnotsharethedoubtsexpressedbyMisesandHaberler(Hayek
is curiouslyomitted)as to the conceptof a generalpricelevel,thoughhe
acknowledgedthe problemsit throwsup. On the otherhand,his focuson
entrepreneurialactivityis asAustrianascouldpossiblybeoNotmuchis found
in Schumpeterof the typicalAustrian'sdistrustof econometrics;indeed,
Schumpeter,thoughnoeconometricianhimself,wasoneofthefoundersofthe
EconometrieSocietyandits presidentfrom1936to 1941.
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In Schumpeter'sworksnotmuchcanbefoundoninternationaleconomics.His
massiveBusinessCyclescontainsonlya fewpagesonthatsubject.Commodity
tradeishardlymentionedatalloEmphasisis oncapitalmovementsandespecially
onthewayscentralbanksmaycopewiththem.Whattodo,forexample,if there
aremassivecapitalexportsandamonetarycontractionisnotdesirabIe,giventhe
situationofthedomesticeconomy.SchumpeterdidnotshareHayek'sfearsthat
thecentra!bank'sdiscountpolicymaycausefaultypricerelationsbips(Schumpeter,
1961,pp.685ff).PaulSamuelsononcewrotethat"Schumpeterwasauniversalist
ineconornics.Mentionafieldinthesubjectofpoliticaleconomy,andyouwil!find
bisnamealreadyestablishedthere".Significantly,inthelistthatfollowedinternational
econornicsi conspieuousbyits absence(Samuelson,1981,p. 1).
Conclusion
TherearevirtuallynoAustriancontributionson therealsideof international
econornics,unIessonewantstolabelthosebyHaberlerandMachlupasAustrian.
OnemightwonderwhatcouldhavebeenspecificallyAustriancontributions.
Examplesthatcometomindare,fust,explorationoftheactivityofentrepreneurs,
e.g. somevariantof the product-cycletheoryand,second,the analysisof
uncertainty,againintheformofever-changingmarketconditionsasentrepreneurs
discernandcreatenewopportunitieswhichpreventaWalrasianequilibriumfrom
beingfound.Austrianshavelefttheinitiativein thesefieldsto others(though
notmuchhassofarbeendoneonthesecondsubject,exceptforattemptsto
quantifytheimpactofexchangeratevariabilityontradeflows,cf.ExchangeRate
VolatilityandWorldTrade,1984;Cushman,1986;Wil!ett,1986).Austrianinterest
hasalwaysbeenfocusedmoreonmonetaryproblems.A.sBarry(1981)observes,
Austrianshavedistinguishedthemselvesby integratingtechnicalaspectsof
monetarytheoryintoabroadsocialandeconomiephilosophy.In theinternational
spherethisfindsexpressioninHayek'srecentproposalsforcompetitioni the
moneysupply.Thosewhoarenotwil!ingto takeHayek'sideas,or rnightone
saydreams,seriously,shouldstilladmithathehasgivenimpetustothestudy
of theveryseriousproblemsof a monetaryunionandthemonetaryorderin
general.AndthosewhoareinclinedwithPen (1962)to regardAustriansuch
asMisesandHayekasabunchofmorosesocialist-haterswhoinvariablyfollow
thewrongtheoreticaltrack,willcertainlynotextendthatverdictoMachlupand
Haberler.
In conclusionit canbesaidthatthroughHaberlerandMachlupinternational
economicshasreceivedextremelyvaluablecontributionswithanAustrianflavour.
TheonlyworthwhilecontributionfromthehardcoreofAustrianismappearsto
beHayek'sdiscusionoftheinternationalmonetaryorder.
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